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Trade Between the United States and Eastern Europe
HROUGHOUT MOST OF THE post-World
War JI era, trade between the United States and Eastern Europe was minuscule. The United States maintained high tariff barriers on imports from most Eastern European countries and also restricted its own exports to these countries. In particular, the United States prohibited the export to these countries of high-technology goods related to national security interests. Eastern Europe also maintained various trade restrictions on imports from the United States. Most Eastern European trade was controlled by the state and conducted within the Council for Mutual Economic Assistance (CMEA), the trade organization of the Soviet bloc countries.
With the disintegration of the Soviet system and the collapse of the CMEA trading bloc, Eastern European countries began to re-orient their trade to the West. As these countries undertook political and economic reforms, the United States reduced its tariff restrictions on their products. Consequently, trade between the United States and Eastern Europe has expanded substantially since 1988. This paper examines the growth and pattern of trade between the United States and the three Eastern European countries which have made the greatest progress in adopt'. ing market reforms: the Czech and Slovak Federal Republic (CSFR), Hungary and Poland. 1
Studies have shown that the U.S. economy is likely to be one of the principal beneficiaries of economic liberalization in Eastern Europe.
2 U.S.
exports to, and investment in, the region should increase as the restructuring of the economies of Eastern Europe results iii an increase in demand for capital goods and technology, and opens new markets for U.S. products. Such gains will be limited, however, if the Eastern European countries reverse the pattern of opening their markets and raise protectionist barriers against products from the United States.
Despite the initial steps taken to reduce trade barriers on Eastern European products, the United States maintains quantitative restrictions and other forms of protectionism on many products from Eastern Europe. Most significantly, the United States maintains a high degree of protection against the importation of textiles and apparel, chemicals, steel and agricultural products from Eastern Europe. These goods This paper describes the recent changes in these trade flows and examines the restrictions facing Eastern Europe in its trade with the United States. The structure of the paper is as follows. Section two provides an overview of trade between the United States and the CSFR, Hungary, and Poland. The causes of the recent growth in trade between the United States and Eastern Europe are examined in section three. The product composition of this trade is discussed in section four. Section five examines U.S. restrictions on the products in which the CSFR, Hungary and Poland have their greatest comparative advantage. The conclusions are presented in section six.
OVERVIEW OF TRADE
Trade with the CSFR, Hungary and Poland has always comprised a low percentage of the total international trade of the United States. Neither U.S. exports to these countries nor imports from any of the three constitute more than 1 percent of total U.S. exports or imports. From the perspective of the CSFR, Hungary and Poland, however, trade with the United States constitutes a larger share of the international trade of each country. 3
Despite its relatively small size, there has been a substantial expansion in trade between the United States and the CSFR, Hungary and Poland following the disintegration of the Soviet bloc. In dollar terms, U.S. imports from the three grew by 58 percent between 1988 and 1993 while U.S. exports to these three countries grew by 278 percent (see Table 1 Green (February 6, 1992) . 12 Rodrik (1992, pp. 3-4) . IS USITC (August 1991, p. 6).
Tariff rates in the CSFR, Hungary and Poland also tend to be lowest on capital goods and raw materials, the major U.S. export products to these countries. In contrast, as discussed below, trade restrictions in the United States are highest on the goods for which the three Eastern European countries have a comparative advantage.
PRODUCT COMPOSITION OF TRADE
More than half of all U.S. merchandise exports to the CSFR and Hungary, and slightly less than one-half of U.S. exports to Poland, are capital goods (Table 2 ). Although capital goods were one of the largest categories of U.S. exports to the CSFR, Hungary and Poland in both 1988 and 1992, there was a clear shift during this period from industrial supplies and materials to capital goods. Put simply, there was an increase in the demand for capital due to industrial restructuring.
Another factor contributing to the shift toward imports of capital goods is the easing of the Coordinating Committee on Multilateral Export Controls (COCOM) restrictions. COCOM was created in 1949 to control the exportation to the Soviet bloc countries of products and technology which could be used for military purposes. 15
The importance of the relaxation of COCOM restrictions is highlighted by the growth in U.S. exports of computers, semiconductors and telecommunications equipment-high-teclmology industries, relying heavily on research and development conducted by highly skilled workers. Such exports grew from 4.9 percent to 20.3 percent of total exports to the CSFR, from 4.4 percent to 12.4 percent for Hungary, and from 1.0 percent to 10.9 percent of total U.S. exports to Poland.
In contrast, the CSFR, Hungary and Poland are countries whose productive resources are characterized by relatively large amounts of semiskilled labor, and all suffer from a lack of up-to-date capital. These factors, in combination with their relatively low-wage rates, point to production cost advantages in products requiring large amounts of semiskilled labor. The product composition of U.S. imports from the CSFR, Hungary and Poland does fit this pattern ( Table 3) . In 1992, consumer goods, particularly apparel and footwear, accounted for the largest category of U.S. imports from each country.
The CSFR and Poland have increased their exports of capital goods to the United States, although these goods are not high-technology products. For the CSFR and Poland, nearly all capital goods exported to the United States are nonelectrical machinery and parts. Within this group, industrial and agricu1tura~machinery, and machine tools are the most important.
A more formal way to analyze the exports of a country is to calculate an index of relative comp arative advantage (RCA). This index is calculated as follows:
(1) RCA~_±÷_2L
ii -ii where X 11 are exports of commodity n; i is the country of origin; j is the country of destination;
and -i is the rest of the world (all countries excluding country I). Equation 1 indicates that the relative comparative advantage of country un any good n depends on the share of that good in country i's exports to country (relative to the share of good ii in the rest of the world's exports to country j. In general, if this ratio is greater than 1, then country i has a comparative advantage in producing that product relative to the rest of the world) 5
COCOM was thsbancled on April 1, 1994. The members of COCOM were Ausiralia, Belgium, Canada, Denmark, France, Germany. Greece, Italy, Japan, Luxembourg, the Netherlands, Norway, Portugal, Spain, Turkey, the United Kingdom and the United States.
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Major For example, in 1992 the CSFR exported $242 million of merchandise to the United States, with shipments of footwear accounting for $14 million of this total. In contrast, world merchandise exports to the United States totalled $532 billion in 1992, and footwear exports accounted for $7 billion of this total. Thus, whereas footwear comprised nearly 6 percent of the merchandise exports of the Czech and Slovak Federal Republic to the United States, it accounted for slightly more than 1 percent of world exports to the United States. Since the share of footwear in the CSFR's exports to the United States was larger than the share of footwear in world exports to the United States, the CSFR is said to have a relative comparative advantage in this product (RCAIOOIWOr>1).h7 If the share of footwear in the CSFR's exports to the United States had been smaller than the share of footwear in world exports to the United States, the CSFR would have a relative comparative disadvantage in this product (RCAf0dtw0~<1), Using the index of relative comparative advantage, it is possible to determine in which product categories each of the three Eastern European countries has the greatest relative comparative advantage, and also to look at changes in each country's comparative advantage as each has initiated the transition to a market economy. 8 Table 4 shows the relative comparative advantage indexes for each of the three Eastern European countries, by principal end-use category of exports in 1988 and 1992, based on U.S. Bureau of the Census data. Appendix tables provide the RCAs for each country using five-digit, end-use categories in each year from 1988 to 1992.
CHANGES IN RELATIVE COMPARATIVE ADVANTAGE
Two major developments occurred between 1988 and 1992 that may have affected the relative comparative advantages of the Eastern European countries. The first was the progress made in moving from a command system of production to a market-oriented one. Producer and consumer prices were decontrolled, government subsidies to industry were reduced or in many cases eliminated, and privatization programs were implemented. These measures should eventually result in more efficient production leading to an index of comparative advantage more directly related to market forces.
The second development was the easing of trade restrictions by the United States. As noted above, only Hungary enjoyed MFN status in its trade with the United States in 1988, and none of the three countries was considered eligible for GSP status.'°By 1992, all three had both MFN and GSP status, as well as increased quotas for textiles and apparel. The relaxation of these restrictions should allow the computed relative comparative advantage to more accurately reflect the true comparative advantage of each country.
Despite these two developments, the evidence presented in Table 4 In summary, these three Eastern European countries exhibit a relative comparative advantage in agricultural products, chemicals, textiles, apparel and footwear, with the exception of the CSFR in metallic products.
2°T his pattern of comparative advantage fits the typical pattern for developing countries. 27
If these sectors do indeed represent the comparative advantage of the CSFR. Hungary and Poland, one would expect to see further increases in the export to the United States of these products. Furthermore, as these countries become more adept at marketing and supplying goods for export, trade in these products should increase.
In actuality, however, the potential for increased exports to the United States of the products in which the three have a comparative advantage is limited by the fact that these goods fall into the "sensitive sectors" categorization. These are products typically produced by sectors in decline and are highly protected from international competitioit
U~S.TRADE RESTRICTIONS ON
EASTERN EUROPEAN PRODUCTS
The initial emphasis in the United States on opening its markets to Eastern European products has given way to protectionist sentiments as the CSFR, Hungary and Poland have shown that they can compete successfully with certain Western industries and, as a consequence, imports to the United States from these countries have expanded. As noted above, many sectors in which Eastern Europe is most competitive are highly protected in the United States. For example, the textile, apparel and footwear industries enjoy the highest level of tariff protection of all U.S. manufacturing industries. Tariff rates for textiles and apparel average 13 percent ad valorem, while tariffs on certain footwear products range as high as 40 percent.
23 The U.S. dairy industry also enjoys a high level of tariff protection, with rates rangIng from 10 percent to 25 percent. 29 Furthermore, none of these products are eligible for CSP tariff reductions,
In addition to the tariff barriers facing Eastern Europe on the products 111 which it has a comparative advantage, most of these products are subject to nontariff barriers. For example, the 21 Collins and Rodrik (1991, p. 50 25 See the Appendix for details. 26 These findings are supported by changes n prices relative to the overall producer price ndexes in Hungary and Poland between 1989 and 1991. n conjunction with the Iiberalizat ion of prices, reductions in subsidies, and the progress made in making their currendes converuble, Hungary and Poland both experienced a decUne n the prices of textiles, clothing, leather and metal products relative to their producer price ndexes. Hungary also saw a drop in the re!ative price of food, whUe Poland experienced a fau hi the relative price of chemica's. The dechne n the r&ative prices of these products was due prFmaruy to the avaiiabflity of ower cost inputs and an ncrease n production efficiency. See the Organization tar Economic Co-operation and Dev&opment (1993) for Ihe details ot the relative price changes. 27 Bank for nternationa~Sethements (1993, p.70 ) and Collins (1991, p.223) . 28 For a further discussion of U.S. tariff protection, see Finger (1992) and Ray (1991).
U.S. Harmonized Tariff ScheduFe 1993,
United States maintains quotas on textiles, apparel and some agricultural products, most notably dairy products, a category in which the CSFR, Hungary and Poland have a relative comparative advantage. In addition, quotas on steel exports to the United States from these countries, as well as from many others, were in place during most of the period covered in this paper.
Although many of the quotas which apply to the CSFR, Hungary and Poland remain underutilized, they still may act as an effective restraint on trade. Quotas are not applied by major product category but to specific products. Thus, rather than setting a limit on the importation of wool clothing, the United States places limits on specific types of wool clothing-for example, men's and boy's wool suit-coats. The quota limit on a specific product may be so low that it is not profitable to export such a small quantity. Furthermore, the quota agreement may require that exports be spread out over each year, further limiting the profitability of trade. For example, the agreement limiting the export of Polish steel to the United States prohibited Poland from exporting more than 60 percent of its yearly quota allotment in any two consecutive quarters.
3°T he 1992 textile agreement between the United States and the CSFR requires the latter to space its exports to the United States "within each category evenly throughout each agreement period." 31
The United States has restricted the flow of certain goods simply by threatening to place limits on their importation. For example, the most recent textile agreement between the United States and Poland lists products for which no quotas are set, but for which the United States reserves the right to consult" with the government of Poland to restrain the trade of these products if the United States believes such products are causing "market disruption" or the risk of market disruption." The agreement even sets limits on imports of these products while consultations are in progress.
32 Another method used to restrict exports of sensitive products to the United States is anti-dumping regu1ations.T ariff bathers, nontariffbathers and anti-dumping measures have all been used to restrict the flow of goods from the CSFR, Hungary and Poland to the United States. Although some relief has been granted to Eastern Europe in recent years, restrictions still prevail on the products in which these countries have a relative comparative advaiitage?T he importance of these restrictions for each sector are discussed below.
Steel
The granting of MFN status to the CSFR and Poland reduced the tariffs they faced on steel exports to the United States from an average of 2O~25percent to an average of less than 5 percent?H owever, quota restrictions and anti-dumping measures act as limits on steel products. Until March 1992, steel from the CSFR, Hungary and Poland was subject to quantitative restrictions. These limits were raised in 1989 and 1991, and, as part of the Trade Enhancement Initiative for Central and Eastern Europe, the United States committed itself to adjusting the ceilings further, either through increased flexibility in the administration of the quotas, or increasing the actual quotas.~This commitment, however, was never acted upon. At the end of March 1992, the United States allowed all of the quantitative restrictions on steel to elapse.
The end of quantitative restrictions on U.S. steel imports did not open the U.S. market to steel products from Eastern Europe. Within two months of the elimination of quotas, the [iS. steel industry accused every significant foreign supplier of steel to the United States of dumping their product in the U.S. market. In the summer of 1993, the USITC ruled that steel producers in 19 countries had dumped their products in the U.S. market, and that this action had resulted in injury or the potential for injury to the U.S. steel industry. In accordance with this finding, the 3°US~TC (March 1990, p. 11"8) .
31 United States Department of State (Jffly 21, 1992, p. 4) .
See U.S. Department of State (January 28, 1992, pp. 8-10) . Dumping s the practice of selling a product in foreign markets at a ower price than n the home market, or at price below the cost of production. For an ana'ysis of the use of anti-dumping reguFations as a protectionist device, see Coughhn (1991) .
The United States s not alone n restricting access to products from Eastern Europe. The European Unbn, despite concludhig association agreements with the CSFR, Hungary and Po'and, stilF maintains restrictions on many products, most notaby, agr~cuItural, chemicals. ron and steel. textiles and apparel, and footwear.
See USITC (November 1991, p. 117).
As noted in the text, not only did the United States place Urnts on each type of steel product but even in the amount which could be mported during subperiods of the year.
USITC imposed duties ranging from 18 percent to 109 percent of the value of the steel product on imports from the dumping countries. Dumping duties on Polish exports to the United States of carbon steel plate were levied at 62 percent, effectively eliminating Polish exports of this product to the U.S. market. Although no charges of dumping were filed against the CSFR and Hungary, the size and extent of the dumping duties is likely to limit the growth of steel exports to the United States from all countries. 37
Prior to the anti-dumping case. the CSFR, Hungary and Poland had begun programs to make their "steel enterprises more market-oriented, costconscious and perhaps more export oriented," 38
Use of anti-dumping measures by the United States is an indication to these countries that even if they follow the prescriptions of the West and develop an efficient industry, they still may be denied access to U.S. markets, 
Textiles and Apparel
ilgricultu.re
Agricultural exports from the CSFR, Hungary and Poland are affected both by U.S. agricultural subsidies and nontariffbaniei-s. According to the USITC, the only nontariff barriers in agriculture that significantly affect the CSFR, Hungary and ' The mposition of dulies which bbck certain producers from the U.S. market does not necessarily lead to an increase in imports from the "nondumping' producers. The U.S. industry is free to file charges of dumping against foreign compefitors at any Ume. Thus, the findkig of dumping may act as a deterrent to other producers to expand their exports to the United States. 38 LJSITC (November1991, p. 117).°T he Muftifiber Arrangement (MFA) refers to the bilaterally negoflated quota restrictions on textiles and apparel, which are placed by developed countries on mports from deveroping countries. The MFA is negotiated under the auspices of the GATT commiftee an textiles, See Hamilton (1990) .
if Congress approves the GATT Uruguay Round of muhtilatẽ ral trade agreements, the MFA will be phased out over a 10-year period beghlriing hi July 1995. Quota restrictions on texthes and apparel are then to be replaced by GATTnegotiated tariffs.°A s noted n the text above, ncn-MFN tariffs in textiles range from 50 percent to 100 percent, whde MFN tariffs range from 20 percent to 35 percent.
41 See US~TC(November 1991, p. 46).
OECD (1992, p. 92).
SulfaniFic acid is a gray-white to white crystalline solid. Us main uses are ri the production of synthetic dyes that in turn are used in foods, drugs and cosmefics, and in the producUon of optical brightening agents. Suffanuic acid is a'so used n concrete additives. (USITC, February 1993.) Poland are the quantitative restrictions on cheese imports.
44 Most cheese products are covered by quotas and those which are not face high tariff barriers. Furthermore, as noted above, cheese products are not eligible for GSP treatment.
As part of the TEl, the United States committed itself to increasing the access of cheese products from these countries into the U.S. market. Nonetheless, no progress has been made on this pro-fl posal. For example, in 1991 Hungary petitioned the United States to allow GSP benefits for the importation of goya cheese, one of the few cheeses for which importation into the United States is not limited by quotas. Imports, however, are restricted by a 25 percent tariff. Hungary provided 25 percent of the total U.S. imports of goya cheese in 1990. Although no goya cheese is produced in the United States, the U.S. dairy industry opposed the extension of GSP benefits to goya cheese, arguing that this product was a substitute for domestically produced, hard, Italian-type cheeses.
45 Because of this opposition, the United States refused Hungary's request to add goya cheese to the list of GSP-eligible products.
CONCLUSION
Foreign trade is vitally important for the CSFR, Hungary and Poland to facilitate the re-structuring of their economies. These countries are dependent upon exports to ensure a supply of foreign currency to finance capital purchases (reducing the pressures to incur foreign debt), and to promote economic growth, which in turn is critical to their political stability.
The governments of the CSFR, Hungary and Poland have made great progress over the past few years in reforming their economies. The role of the state has been reduced substantially through the deregulation of prices, the privatization of industries, and the adoption of legislation aimed at fostering the market system. Furthermore, all of these countries have substantially liberalized their trading environments by eliminating quotas, harmonizing tariffs, and permitting the convertibility of their currencies. Officials in these countries cite the continuation of Western trade barriers as one of the primary hindrances to their successful transition to market democracies. 46
The United States' economic growth has benefitted from the reforms undertaken by the Eastern European countries. Most notably, U.S. exports to these countries have expanded substantially. Despite these gains, the United States continues to restrict access to its markets to goods produced in Eastern Europe. As shown in this article, the products in which the CSFR, Hungary and Poland have the greatest comparative advantage are precisely those in which the United States maintains the greatest restrictions on trade. Reducing the trade barriers to these products will spur economic growth in Eastern Europe, and is an important step the West can take to ensure that the countries of Eastern Europe continue along the path of reform. 
